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1 Attachment 4.19-A(3) 

State Plan Under TitleXIX of the Social Security Act 
MassachusettsMedicalAssistance Program 

Methods Usedto DetermineRates of Payment 
for Services in State-Owned Nonacute HosPitals 

1. GeneralDescriPtionofPrior andCurrentPaymentMethodoloGy 

The following sections describe the methods and standards utilized by the 
Division of Medical Assistance ("Division")to establish rates of paymentsby 
contract, to be effectiveJuly 1, 1998 (RateYear (RY)1 W), forservices 
rendered by State-ownednon acute hospitalstopatientsentitled to 
medical assistance under the M.G.L. c. 118E, §1  et seq. State-owned non 
acute hospitals participating intheMassachusettsMedicalAssistance 

include disease and rehabilitationProgram chronic hospitals and 
psychiatric hospitals. 

1,  	 Hospitalallowablecosts,withtheexception of theworking 
capital component, are determinedfrom a base year that has 
been fixed at FY93. Expenses disallowed in the base year are 
neverrolledintopaymentratesforsubsequentyears. The 
establishment of a fixed-base year, therefore, provides a strong 
incentive for cost efficiency. Ratesof payment are adjusted to 
affect appropriate cost increases or decreases resulting from 
changes in volume, case-mix, inflation, and other factors. The 
working capital component is determined from the operating 
and capitalrequirements of the rate year. 

2. 	 Ratesofpayment haveadirectrelationshiptotheactual 
charges incurredby a patient based on theservices utilized by 
thatpatient. Underthischarge-basedsystemhospitalsare 
able to charge more for patients who require moreor heavier 
care. Thus,thissystem is responsive to hospital financial needs 
in theface of changing casemix. 

3. 	 A payment-on-accountfactor (PAF), ratio ofessentiallya 
allowedhospitalcosts toallowedhospitalcharges, is also 
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Attachment  2 4.19-A(3) 

calculated for each hospital. A singlepayment-on-account 
factor willapply to ahospital'sinpatient and outpatient 
services; Medicaid reimbursement will be equal to charges (or 
dailycharge)timesthepayment-on-accountfactor.Inno 
eventshallthe PAF exceed 100% of ahospital'schargefor 
services. 

II. Definitions 

ADJUSTEDBaseYearVolume.The actual baseyearvolumeadjusted to 
includethevolumeassociatedwithrecurring CBCs. newservices and 
transfersonofcost and excludevolumeassociatedwithDiscontinued 
Services and transfers off of cost. 

Base Year. Base year shall mean the hospital's fiscal year1993. 

CBC. Cost Beyond Control. 

Charge. The amountto be billed or charged by ahospital for each 
specific service within a revenue center. 

Departmentof Mental Health (DMH). An agencyof the Commonwealthof 
Massachusetts established under M.G.L.c. 19, 51 etseq. 

Department of Public Health (DPH). An agency of the Commonwealth of 
Massachusetts established under M.G.L.c. 17,§.1. 

Division of HealthCareFinance and PolicY(DHCFP).An agency of the 
Commonwealthof Massachusetts established under M.G.L.c. 1186. 

Discontinued Service.A health service, supplyor accommodation which: 
(a) is included in the adjusted baseyear cost and which will notbe offered 
during the rate year,or 
(b) is being offeredand terminated during the rate year. 

DirectCost. The cost of ahealthservice,supply or accommodation, 
excluding administrative, overheadand capitalcosts. 

OFFICIAL 




3 Attachment 4.19-A(3) 

Division ofMedical Assistance (Division). Anagency of the Commonwealth 
of Massachusetts underM.G.L.c. 18E. 

GrossPatientServiceRevenue(GPSR).The totaldollaramount ofa 
hospital'scharges for servicesrenderedduringthereportingperiod, 
generally within a fiscal year. 

Intermediate Year. The hospital fiscal year just before the current rate year. 

Non-acute Hospital. A hospital thatis defined and licensed under M.G.L.c. 
111, s. 51, with less than a majority of medical surgical, pediatric, maternity 
and obstetric beds, or any psychiatric facility licensed under M.G.L.c. 19, s. 
29. 

Payment on Account Factor (PAF). A percentage applied to charges to 
calculate apurchaser's discounted Payment level. 

Rate Year. The rate yearwill be 7/1 to 6/30. 

Reasonable Financial Requirements(RFR). The sum of a hospital's rate year 
operating requirements,rateyear capital requirements, andrate year 
working capital requirements. 

Recipient. A person determined by the Division to be eligible for medical 
assistance under theMedicaid Program. 

State-OwnedNonacuteHospital. A hospitalthat is operated by the 
Massachusetts Department of Public Health(DPH) with less than a majority 
ofmedical-surgical,pediatric,maternity, and obstetricbeds,orany 
psychiatric facility operatedby the Department of Mental Health (DMH). 

TransferofCost.Anincrease(transferon) or decrease(transfer off)of 
hospitalcosts related topersonsorentities thatprovidehospitalcare or 
services, and which compensation fromchange arrangements 
non-hospital based to hospital based (transfer on) or from hospital based to 
non-hospital based (transferoff).A transfer on of physician compensation 
will only be allowed if reasonable. 
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4 Attachment 4.19-A(3) 

111. MedicaidPayment Methodolocayfor State-OwnedNonacuteHospitals 

For anyparticularrateyear,aprovider-specificMedicaidpayment-on
account factor (PAF) will be calculated. This PAF is, inturn, appliedto 
charges billed to the Divisionby the hospital.The PAF is the result of dividing 
the ratio of the hospital's rate year allowable costs, called"RFR" by the rate 
year total charges, called "GPSR. Theprocessrequired to determine the 
Medicaid payment-on-account factor involves the following steps: 

o thedetermination of allowedbase-yearcosts; 

o the adjustment of allowed base-year costs to the rate year; 

o 	 thedetermination of reasonablefinancialrequirements (RFR)for the 
rate year;and 

o 	 thedeterminationofapproved gross patientrevenueserviceforthe 
rate year. 

Each of these stepsis explained in greater detail below. 

I1I.A. Determination of Allowed Base-Year Costs 

EachhospitalmustfilewithDHCFPreportsofitscosts,revenues, 

statistics, charges, and other related informationin accordance with 

time framesand reporting mechanisms specified
by DHCFP. 

1 I AllowedCapital Costs. 

The base-year allowedcapital cost is calculated as the sum of the 
base year cost of depreciation expense for buildingand fixed 
equipment, reasonable interest expense, amortizationand leases 
and rentalof facilities, subjectto the following limitation. 

(a) interest expense attributable to balloon paymentson financed 
debt will not be allowed. Balloon payments are those in which 
the final paymenton a partially amortized debtis scheduled to 
be larger than all preceding payments.Requests for interest 
associated with balloon-type paymentsmust be adjusted to 
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5 Attachment 4.19-A(3) 

conform to the time Qeriod for conventional regular installment 
loans. 

Where there hasbeen a changeof ownership after July18, 
1984, the allowablebasis of the fixedassets to beused in the 
determination of the depreciationand interest expense shall 
be the lower on the acquisition costto the new owner or the 
basis allowed for reimbursement purposesto the immediate 
prior owner.The allowed depreciationexpense shallbe 
calculated using the full useful lives of the assets. 

All costs (including legal fees, accounting, and administrative 
travel feasibilitycosts, costs and the costs studies)of 

attributabletothenegotiation orsettlementofthesaleor 
purchase of any payer,and which have been included in any 
portionofthe RFR, shall be subtractedfromthe capital 
requirement. 

Allowed OperatingCosts 

The base-year allowed operating costs are established 
using actual 1993 fiscal operatingyear costs. This 
includesonlycostsincurredorto be incurredinthe 
provisionofhospital careand services,supplies, and 
accommodations and determined in accordance with 
the Principles of Reimbursement for Provider Costs under 
42 U.S.C. ss. 1395 et seq. as set forth in 42 CFR 413 et seq. 
and theProviderReimbursementManualaswellas 
Generally Accepted AccountingPrinciples. 

The base-year allowed operating costs do not include 

costsofpersonnelorconsultantswheretheprimary 

purpose is, eitherdirectlyorindirectly, to persuade or 

seek topersuadehospitalemployees to supportor 

oppose unionization. 


The base-year allowed operating costs shall
be adjusted 
whenever an audit discloses that base year operating 
costs expended by a hospital were not reasonableand 
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necessaryforthe care ofpublicly-aidedpatients and 
did not meet the standards set forth in Section lll.A.2.aof 
thisStatePlanAmendment.Thebase-yearallowed 
operating costs shall also be adjusted for discontinued 
costs and transfer of costs since the base year. 

111.8. AdJustment of Allowed Base-Year Coststo theRate Year 

Allowedbase-yearoperating and capital costsareadjustedfor 
additional costs projectedto occur in the rate year. These additional 
costs fall into the major categoriesof inflation, volume, costs beyond 
control (CBC), new servicesand capital. 

1. Inflation 

The allowedbase-yearoperatingcosts is adjustedusing a 
composite index comprised oftwo cost categories: labor and 
non-labor. These categoriesshall be weighted according to 
the weights used by the Health Care Financing Administration 
for PPS-exempt hospitals. The inflation proxy for the labor cost 
category shall be theMassachusettsConsumerPriceIndex. 
The inflation proxy for the non-labor category be the non
laborportionofthe HCFA marketbasketforhospitals.The 

inflationcomposite index will be increased by .02 in 
conformance with prior years' rate calculations. 

2. Volume 

Allowed base-year operating costs shallbe further adjusted to 
reflect reasonable volume increasesand decreases as follows: 

(a) 	 DHCFP hasrequired each hospitaltoreportitscosts, 
revenue, and volume data in accordance withits 
reporting requirements . For purposes of calculating the 
volume adjustment, the Allowed Unit Cost foreach cost 
centershallequalthebaseyeardirect and indirect 
costs for that cost center dividedby the year units. The 
volume associated with a Determination of Need(DON) 
project, new service, or transfer on of cost shall be part 
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of the volume used in the computation of the volume 
allowance. Any allowance due to new services,DON, or 
transfer-onvolumeshall be nettedout if thecosts 
associated with it are submitted as new services, CBCs 
or transfers. 

(b) 	 For projectedvolumeincreasesordecreasesfromthe 
intermediate year to the rateyear which are greater or 
equalto IO%, thehospitalmustsubmitasupporting 
statementofexplanation accompanied by the 

statisticalappropriate documentation. No volume 
increase shall be allowed without such explanation and 
documentation. 

routine care(c) 	 For inpatientservices and routine 
ambulatory services, the allowed marginal cost for a unit 
increaseordecreaseinvolumeshall be 50%. The 
allowed cost for marginal cost for ancillary services for a 
unit increase or decrease in volume shallbe 60%. There 
shall be no upside corridors for volume increases. 

(d)Anincreaseincostsdue to anincreaseinroutine 
inpatient services or routine ambulatory services volume 
from the base year to the rateyear shall be calculated 
as the product oftheprojectedincreaseinunits 
multiplied by 50% of the allowed unit cost inflatedby  the 
base to rate year composite inflation index. 

Anincreaseincostsdue toanincreaseinancillary 

services volume from the base year to the rate year shall 

be calculated as the product of the projected increase 

in units multipliedby 60% of the allowed unit cost inflated 

by the baseto rateyear composite inflation index. 


(e) 	 For routineinpatientcareservices,routineambulatory 
services and ancillaryservices,theallowedmarginal 
cost for a unit decrease in volume be as follows: 

Allowed	Unit MARGINAL 
cost 
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8 Attachment 4.19-A(3) 

up to 5% 100% 
Over 5% to 25% 50% 
Over 25% to 50% 25% 
Over 50% to 75% 12.5% 
Over 75% 0% 

There downside forshall be no corridorsvolume 
decreases. 

in due todecreaseroutine(9 	 A decreasecost a in 
inpatient careservice, routine ambulatory care services 
or ancillary services volume shall be calculated as the 
product of the projected decrease in units multipliedby 
one minus the applicable marginal cost percentage,as 
describesabove,multiplied by theAllowedUnitCost 
inflated by thebase torate yearcompositeinflation 
index. 

3. CostsBeyondHospitalControl(CBCs) 

A. 	 Underspecificcircumstances,astate-ownednon-acute 
Hospitalmayrequest anincreaseinitsallowedbase 
yearoperatingcosts to include cost increases due to 
CBCs. A CBC is an unusual and unforeseen increase in 

allowable costsreasonable and which is solely 
attributabletounique andexceptionalcircumstances 
thatarebeyondthecontrolofthehospital. The 
following requirements mustbe met before certain costs 
arequalified as CBCs andincluded inthehospital's 
operating requirement. 

(1 ) 	 A cost shall not be determined to be a CBC if in a 
prior yearfiscal the DHCFP approved costs 
corresponding to the CBC and the events giving 
rise to the cost did not take place in the year the 
cost was approved. 

(2) 	 The hospitalshalldemonstrate thatthecategory 
of cost of the requestedCBC is not includedin the 
adjustedbaseyearoperatingcost or inthe 
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INFLATION1 and volume allowances. 

The timing and amount oftheincreaseincosts 
must be reasonably certain. 

A CBCshall be allowableonly if theamount 
requested is greater than one- tenth of 1% of the 
hospital's total patient carecosts. 

Multiple unrelatedCBC requests for any one cost 
beyondcontrolcategorymustnot be grouped 

Each requesttogether. individual CBC for a 
particularitem must meetthematerialitylimit 
specified in (4) above. 

A CBC shall be allowable onlyif necessary for the 
appropriate provision of servicesto Recipientsand 
if thecosts cannot otherwise be metthrough 
efficient management and economic operation. 

B. The following incidents orthequalifying 
circumstances forCBCs: 

(1) 
 Costs generated by correctingdeficiency 
contingencies or recommendations for failureto 
comply with changes in government requirements 
relatedtohospitallicensure andparticipationin 
programs of hospital care and services under 42 
U.S.C.§§1395et seq. and 42 U.S.C.§§ 1396 et seq. 
An example of this category is a cost incurredor 
expected to be incurred within six (6)monthsto 
comply with a change in the manual issued after 
1984 by the Joint Commission on Accreditation of 

Organizations CostsHealthcare (JCAHO). of 
complying standards thewith contained 

before 1985 or costs merelymanual which 
recomrrlend improvement will not be considered 
as a CBC.Hospitalswhichhave not previously 
beenaccredited by JCAHO will be allowed 
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reasonable costs of complying with accreditation 
standards of the JCAHOcontained in its manual. 
examplecost wouldAn of which not be 

consideredto beA CBC is expanded emergency 
room coverage. Also, increased utilization review 
costswhichare not due to any allowable CBC 
shall not be recognized.Documentationshall 
include a copyof the government requirementor 
contingency/recommendation,verification of the 

costs and verificationincreased the 
increasedcostsarereasonable tomeetthe 
government requirement. 

Costs generated by compliance with changes in 
governmentrequirementswhicharesetforthin 
federal or state whichregulations mandate 
non-discretionary hospital expenditures. However, 
if the costsfall within a category encompassed by 
an inflation factor, it shall be allowed as a cost 
beyond control.reasonable 
Documentation includeshall a ofcopythe 
government orrequirement 
contingency/recommendation, verification of the 
costs, andverificationthattheincreaseincosts 
requested is reasonable to meet the government 
requirement. 

lossesexcess(3)Costsgenerated by disaster in of 
insurance or extraordinary costs related to disaster 

covered by outsidelosses not sources. 
Documentation shall include verificationof lossor 
extraordinarycost and theinsurance or outside 

payment. If, however,source the loss or 
extraordinarycost is caused by afacilitybeing 
inadequately insured according to the standards 
of the hospital industry, or through negligence on 
the part of hospital management, such lossesor 
costs shall not be approved. 
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(4) 

(5) 

(6) 

TN:98-008 
SUPERSEDES: 96-17 

Allowedoperatingcostsassociatedwith a major 
capitalexpenditure or substantial change in 
serviceswhich is subject to and has received a 
determination of need pursuant to M.G.L. c. 11 1, 
§§25B - 25G.Thesecostsmust be segregated 
from other allowed operating costs. The hospital 
must increaseddemonstratethe cost 
requests arereasonable. The hospital will not be 
permittedtomakeavolumeadjustmentfor 
departments affected by adeterminationof 
need if thehospitalrequests that the operating 
costassociatedwiththedeterminationofneed 
be included as a CBC. Anyvolumeallowance 
due to DONshall be netted outif costs associated 
with it are submittedas a CBC. 

Wageparityadjustmentsresultingfrommergers 
whichclearly toaredemonstrated be 
cost-effective. The term"cost-effective"used in 
this context shall mean that at the end of three 
years the merged hospitals are spending less than 
the individual hospitals have projected, and in no 
eventarespendingmorethanthecombined 
projections of both hospitals. Documentationshall 
includeacopyofthemergeragreementand 
projections of costs without the merger as well as 
projectionofthecostsavingsto be achieved 

thethrough merger. This adjustment wili be 
considered a non-recurring cost beyond control 
and the costs associated with itwill be subtracted 
from rate year costs for any year in which the rate 
year becomes the base year for future rates. 

Intra-hospitalwage and salaryadjustmentswhich 
areclearlydemonstrated to be cost-effective. 
The term"cost-effective" asusedinthis context 
shallmean that at theendofthreeyearsthe 
hospital is spending less thanitwouldhave 
without the wageand salary adjustments. 
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Documentationshallprovideaprojection 
ofthecostssavings to be achieved as a 
result of adjustmentsto wages and salaries. 

will be consideredThis adjustment a 
non-recurringcostbeyondcontrol. Costs 
associated with this CBC will be subtracted 
from rate year costs for any year in which 
the rate year becomes the base year for 
future rate years. 

(7) 	 Costsforreasonableincreasesin directcare staff 
salaries andwagesinexcess oftheamount 
allowedthroughinflation. ThisCBC is notto 
exceed actual expenditures for such increases. 

Wagerelief formay be requested 
technicians,nurses,nursingaides,orderlies, 
attendants,therapists, 
speechtherapists,recreationaltherapists, 

therapists, and respiratory 
Any inpersonnelthese 

categorieswhoareprimarilyconducting 
job notadministrativeduties and are 


directly involved with providing patient care 

are not eligible forCBC allowance. 


The CBC for reasonable increases in direct 

care staff salaries and wages is defined as 

the reasonable rate year wage rate less the 

inflatedbaseyearwagerate,timesthe 

lesser of the rate year FTE direct care labor 

force or the base yearFTE direct care labor 

force. 


The inflation allowance for direct care staff 

includes the full amounts granted in Section 

1II.B.1. 
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The reasonable rateyear wage shall be the 
level required attractofincrease to 

tominimum 
availabilityofcare as determined by the 
DepartmentofPublicHealth for current 
patients. The wage rate will be determined 
by theDivisionwithreference to average 
rates prevailing at other hospitals within the 

Medicaremarketsame labor region, 

subject to the following conditions: 


Outlier wage rates a s  defined by the 
Divisionshall be excludedfromthe 
computation; 

Special weight shall be given to rates 
prevailing at non-acute hospitals 
located inthehospital'sMedicare 
labor market region; 

If it can be demonstrated that direct 
a arestaff at hospital 

transferringinsignificantnumbersto 
another competing hospital, then the 

rates thatprevailingwage at 

competinghospitalshall be given 

special weight;and 


Innocaseshallthereasonablerate 

wage
this 

calculationexceedthewagerate 
actuallyprevailing at hospitals 
located inthehospital'sMedicare 
labormarketregion at thetime of 
application. 

The determined LaborMedicare 
Market Regions and their associated 
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counties areas follows: 

Bristol 

Berkshire 
Hampden 

Barnestable 

Franklin 

Medicare Labor 
Counties 

EasternMass 
Essex 
Middlesex 
Norfolk 
Plymouth 
Suffolk 
Worcester 

Berkshire 
Springfield 

Hampshire 
Barnstable 

Dukes 
Nantucket 

Rural 

(e)Inorder to be eligibleforthisexception,a 
hospital mustdemonstratethatit is facing 
extraordinarydifficultiesinthemarketfor 
directcare staff, as indicated by one or 
more of the following criteria: 

(i)existenceofsignificantvacancyrates 
for aperiod oftimesufficientto 
jeopardizethewelfareofpatients 
accordingto Department of Public 
Healthstandards,JointCommission 
Accreditation of Healthon Care 

Organizations otherstandardsor 
qualifying utilizedguidelinesin 
Massachusettstoensure adequate 
care; 

difficultyin(ii) 	 persistentrecruitment 
given bona fide recruitment efforts to 

TN:98-008 HCFA . . ;: '. EFF 07/1/98 
SUPERSEDES: 96-17 APPR. 'P *: ' .~, .; : SUBMITTED 9/29/98 

QFFICW 



